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Washington, D. C. 20554
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Dear Mr. Caton:

Enclosed are an original and sixteen copies plus two extra public copies of the Reply
Comments of Cincinnati Bell Telephone in the above referenced proceeding. A duplicate
original copy of this letter and attached Reply Comments is also provided. Please date stamp this
as acknowledgment of its receipt and return it. Questions regarding these Reply Comments may
be directed to Ms. Patricia Rupich at the above address or by calling (513) 397-6671.
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)
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REPLY COMMENTS OF CINCINNATI BELL. TELEPHONE COMPANY

Cincinnati Bell Telephone Company ("CBT") submits these reply comments in response
to the comments filed in this proceeding on August 16, 1996. In its comments CBT proposed
that the only competitively neutral cost recovery mechanism for number portability costs is a
mandatory end-user surcharge. CBT further suggested that any cost recovery mechanism must
enable carriers to recover all costs incurred to implement number portability. The cost recovery
mechanisms recommended by other parties to this proceeding were quite varied. Several
commenters offered proposals similar to CBT’s, while others put forth proposals which would
not allow carriers to recover all their costs and, thus, would not be competitively neutral and
could result in an unconstitutional taking of property. In these reply comments, CBT addresses
several significant issues raised by the cost recovery proposals put forth by the various parties

to this proceeding.

L All Costs A Carrier Incurs To Implement Number Portability Must Be
Recoverable

Most parties commenting in this proceeding agree with the Commission’s classification

of costs (i.e., shared costs, carrier-specific direct costs, and carrier-specific indirect costs).



However, there is disagreement over whether carriers should be able to recover their indirect
costs. CBT submits that those commenters who contend that carriers should absorb all indirect
costs, such as upgrading to SS7 or adding AIN capabilities,’ are not considering all the changes
required to implement number portability. Nor are they considering the likely impact this
proceeding will have on the investment decisions of all affected carriers. It is simply wrong to
assume that a carrier would have made such upgrades in the absence of a number portability
mandate. Obviously, if a company could have made a business case for the upgrades, or if
customers demanded such upgrades, prior to the number portability mandate, the company would
have undertaken them. However, to the extent the carrier is required to undertake investments
that it would not have otherwise made, or is required to make such investments earlier than
planned, it must be permitted to recover those costs as directly related to number portability.
Contrary to the public comments of some,? LEC shareholders must not be required to underwrite
the costs of this regulatory mandate. A failure to permit sufficient cost recovery would result
in an unconstitutional taking of LEC property. As USTA correctly pointed out in its comments,
costs which a carrier incurs “directly related to number portability in that no business case can
be made for that particular company, or for a particular switch, and which are incurred solely
because of the Commission’s regulatory mandate” should be recoverable as direct costs.> This

position is supported by several other commenters.*

' See, for example, Frontier p. 3, MCI p.11, and Sprint pp.9-10.
> See, Wall Street Journal, page B1, September 13, 1996.
3 USTA p. 2.

* See, for example, California Department of Consumer Affairs ("CDCA") p. 9, GTE
pp.5-6, and NYNEX pp. 3-4.
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CBT notes that upgrade costs will not be incurred only by small rural carriers. Many
larger carriers will also incur upgrade costs. Even carriers that already employ SS7 and AIN
may need to upgrade their switches earlier than otherwise planned in order to accommodate
number portability. As CBT and Pacific Telesis recommend in their comments, carriers
incurring such costs earlier than planned should be able to recover as a direct cost the
opportunity cost or increase in net present value attributable to making the investment sooner

than it would otherwise have occurred.’

1L No Allocation of Costs is Necessary

Commenters offer a variety of ways in which to allocate shared and pooled costs: gross
telecommunications revenue less payments to other carriers,® gross telecommunications revenue,’
retail telecommunications revenue,® retail minutes,® lines,'® numbers,!! and queries.’? CBT
believes that any allocation method is inherently problematic because it will inappropriately

allocate the bulk of the costs to the incumbent LECs, thus violating the competitively neutral

> CBT p.3, Pacific Telesis p. 9.

¢ Frontier pp. 3-4, MFS p. 7, and Time Warner pp. 8-9.

7 USTA p. 12

 Ameritech p. 6, Bell Atlantic pp. 4-5, and NYNEX pp. 8-9.

® Airtouch pp. 7-8.

' MCI p. 6, and the Public Utilities Commission of Ohio ("PUCO") p. 6.
1 GSAp. 7.

2 Omnipoint p. 2.



standard. The Commission has concluded that the Telecommunications Act of 1996 precludes
recovery of number portability costs from the cost causers. However, that does not mean that
the recovery mechanism must disproportionately burden incumbent LECs.

CBT urges the Commission to take note of the many problems commenters cite regarding
the various allocation methods® as support for CBT’s position that the Commission should use
a cost recovery method that does not rely on allocation of costs among carriers. CBT’s cost
recovery methodology does not require any allocation.'* Under the CBT proposal, the LNPA
will be reimbursed for all shared costs through the end-user surcharge. Therefore, it is not
necessary to allocate these costs to individual carriers. Likewise, because carriers will recover
their carrier-specific costs through the surcharge, there is no need to reallocate these costs
among carriers in an attempt to achieve a competitively neutral distribution of costs.

If the Commission ultimately decides on a cost recovery method that relies upon an
allocation of costs among carriers, CBT submits that it must be adjusted at least annually, and
must contain a settlement period or true-up to ensure that all carriers that benefit from number
portability share in the costs. As the PUCO suggests,”* without “such a long-term recovery
mechanism, new entrants will be encouraged to delay entry until the non-recurring costs have

been borne by other carriers.”

B See, for example, Airtouch pp. 2-7, Ameritech pp. 5-7, Bell Atlantic pp. 5-7, CTIA
pp. 3-4, GSA pp. 6-8, NYNEX pp. 7-9, Omnipoint pp. 2-4, and PUCO p. 6.

¥ CBT notes that the cost recovery mechanism proposed by GTE is very similar and
also would not require an allocation.

¥ PUCO p. 9. The CDCA at p. 15 also recommends that "a truly ’competitively
neutral’ approach might have to take account of the future changes in market share
enjoyed by various providers."
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III. Any Plan Which Requires Carriers To Absorb Their Own Costs Is Not
Competitively Neutral

Many commenters suggested that carriers be required to absorb their own costs.'® Some
of those then go on to suggest that the carriers be allowed to recover those costs as they seé fit, "
while others propose restrictions on how those costs could be recovered.'® If number portability
costs were simply a cost of doing business, not a regulatory mandate, and if all companies had
complete pricing flexibility, it would arguably be competitively neutral to have each carrier
recover its own costs as it sees fit. However, neither of these conditions are present in this case.
Number portability is required of each carrier, regardless of whether or not the carrier will
benefit from offering it; the costs will be far more significant for incumbent LECs than for new
entrants; and incumbent LECs do not have the pricing flexibility to recover their costs as they
see fit. Under such circumstances, it is disingenuous to argue that requiring carriers to recover
their costs as they see fit is competitively neutral when not all carriers have the ability to do so.

At some point in the future when all number portability start-up costs have been
recovered and all carriers are subject to the same regulatory rules, it may make sense to move
to a system where carriers absorb their own costs. At this point in time, however, the only
competitively neutral cost recovery mechanism is a mandatory end-user surcharge. If the

Commission does not adopt the mandatory end-user surcharge approach, CBT submits that the

16 See, for example, ALTS p. 6, AT&T pp. 12-13, Frontier p.2, MFS p. 3, PUCO p.
7, and Time Warner p. 13.

7" See, for example, Frontier p. 4, PUCO p. 7, and Time Warner p. 6.
'8 See, for example, ALTS pp. 4-5, AT&T pp.10-15, and MFS p. 4.
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Commission must grant incumbent LECs the pricing flexibility to recover their costs from their

customers, including purchasers of unbundled elements and resellers as suggested by US West. ®

IV. Mandatory Surcharge On End-Users Is The Only Competitively Neutral Cost
Recovery Mechanism

There is considerable support among the commenters for an end-user surcharge,” and
the majority of those commenters recommend that the surcharge be mandatory.?! Suggestions
by ALTS and Teleport that an explicit surcharge on customer bills would be misleading,
disparaging, or would promote hostility toward number portability and potential competitors,*
are without merit so long as all competing carriers are required to include the surcharge as CBT
and others have recommended. CBT submits that the surcharge must be mandatory and
explicitly indicated on customer bills so that carriers cannot use the level of the surcharge as a
means to attract customers. As the California Department of Consumer Affairs indicates "the

customers of one local exchange telecommunications provider (whether an incumbent or a new

provider) will not pay a share of the LNP implementation costs that is disproportionate to the
LNP implementation costs paid by customers of other local exchange telecommunications
providers. In that way, the LNP implementation costs will be distributed in a way which neither

deters, nor encourages, telecommunications customers to change providers, because customers

9 US West p. 21.

» See, for exdmple, CDCA pp. 11-12, Bell Atlantic p. 8, Frontier p. 4, GSA p. 10,
and NYNEX p. 11-12.

2l Ameritech p. 8, CDCA p. 12, GTE p. 11, NYNEX pp. 11-12, SBC p. 10, and
USTA p. 19.

2 ALTS p. 4; Teleport p. 10.



would not be able to avoid paying for, or would not pay a lower portion of the cost of, LNP

implementation by changing providers."*

By mandating number portability as a part of the pro-competitive framework of the
Telecommunications Act of 1996, Congress has made a public policy decision that U.S.
consumers will benefit from the implementation of number portability. Consumers have a right
to know how much they are paying for that benefit. CBT agrees that potential customer
dissatisfaction about the cost of providing number portability is not an adequate basis for failing
to disclose that cost to consumers.*

Of those commenters who support a mandatory end-user surcharge, some recommend that
the surcharge be a flat amount per line,* while others recommend that it be a percentage of the
monthly bill.?® CBT submits that a flat amount is preferable to a percentage of the customer’s
bill due to the predictability a flat charge provides for consumers and because the value to
consumers of number portability is not related to the amount they spend on telecommunications
services in a particular month. Similarly, number portability costs do not increase directly in
proportion to the amount a customer spends on telecommunications services. To more closely
track how number portability costs are incurred, CBT recommends that the surcharge be applied

as a flat amount per telephone number. As GSA points out, numbers and lines are not the

% CDCA p. 12.

2 CDCA pp. 22-23, footnote 11.

5 Ameritech p. 8, GTE p. 13, Pacific Telesis p. 10.
% Bell Atlantic p. 8, CDCA p. 24, NYNEX p. 11.
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same.” Since the purpose of the surcharge is to recover number portability costs, and a
company will incur costs in porting each number, CBT believes that a per number surcharge will
more accurately reflect number portability costs and benefits to consumers.

In addition, since all telecommunications consumers will eventually have the ability to
have their numbers ported, CBT also recommends that the non-recurring cost portion of the
surcharge be applied to all customers’ bills, not just those who have the ability to have their
number ported at a particular time. Furthermore, by spreading the number portability costs over

a larger customer base, the per number surcharge amount will be lower.

Y GSA p. 10.



V. Conclusion

CBT urges the Commission to adopt a cost recovery mechanism that enables all carriers
to fully recover their costs and which does not place an undue burden on the customers of one
carrier over those of another. The evidence in this proceeding indicates that the only means of

accomplishing this task is a uniform mandatory end-user surcharge.

Respectfully submitted,

(i i

Christophef J. Vé#fSon
FROST & JACOBS
2500 PNC Center

201 East Fifth Street
Cincinnati, Ohio 45202
(513) 651-6800

Thomas E. Taylor

Sr. Vice President-General Counsel
Cincinnati Bell Telephone Company
201 East Fourth Street, 6th Floor
Cincinnati, Ohio 45202

(513) 397-1504

Attorneys for Cincinnati Bell
Telephone Company

Dated: September 16, 1996

0342012.02
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The undersigned hereby certifies that copies of the foregoing Reply Comments of
Cincinnati Bell Telephone Company have been delivered by first class United States Mail,

postage prepaid, on September 16, 1996, to the persons on the attached service list.

Ay K Collis

Amy K. Collins
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Federal Communications Commission
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Washington DC 20554
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Washington DC 20337
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Helein & Associates
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1300 Connecticut Avenue NW Suite 500
Washington DC 20036
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Airtouch Communications Inc
1818 N Street NW Suite 800
Washington DC 20036
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AirTouch Paging/Arch Communications Group
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1666 K Street NW Suite 1100
Washington DC 20006

Policy and Program Planning Division
Federal Communication Commission
1919 M Street NW Room 544
Washington DC 20037

Competitive Pricing Division
Common Carrier Bureau

1919 M Street NW Room 518
Washington DC 20554
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1255 Twenty Third Street NW Suite 500
Washington DC 20037

Carl Northrop

Bryan Cave-

AirTouch

700 13th Street NW Suite 700
Washington DC 20005
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